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Assessment 5                                                                                             Total Marks: 30

Q.1      Short Questions:                                                                                                                        (18)

i.      Define the term “financial management” in your own words.

Financial management refers to effective and efficient planning, organizing, directing and controlling the financial activities to accomplish the objectives of the organization. Financial management is accountable to the board of directors and /or head of the organization. Financial management is crucial and financial managers have the primary responsibility for making sure that the organization acquires monetary resources needed by an organization for its expenses. 

Managing the finance of the company should not only be a sole responsibility of the higher ranks of management, but everybody especially for all managers. Every staff should think and work for the benefit of the company and not only for salary and personal goals, but in order to achieve the company’s objectives, and not only give the full responsibility to the managers because if they do, the company won’t be financially stable therefore everybody should do their job, and participate. For example, the project manager of an event and exhibition company requested for materials such as 50 pieces of woods with specific height, length and width for a project at the production department and the production manager approves the request. The production staff that’s in-charge of the request made a set of new 50 pieces of woods with the same size instead of recycling and re-using the woods that they have which are still good to reuse. This is just a simple example that the company could have save some money and at the same time save the environment instead of making/ ordering new materials.

ii.       How do business and personal finance differ?

Business finance is a term that encompasses a wide range of activities and disciplines revolving around the management of money and other valuable assets while personal finance is the financial management which an individual or a family unit performs to budget, save, and spend monetary resources over time, taking into account various financial risks and future life events.

There are things that work in business finance that don’t really work in personal finance. The concept of leverage which refers to any technique that can be used to multiply gains – but, if it fails, it also multiplies losses. Examples of leverage include borrowing money and using derivatives. For example, in the business world, there are many situations where leverage makes sense. Most companies use leverage at some point to either build their businesses up rapidly or increase their profit margin. Let’s say you borrow $1,000 with the intent of putting it in the stock market. You put $1,000 of your own money with it and invest it in stocks. If the stocks go up 20%, you’ve made $400. You can pay back that $1,000 you borrowed and you still have $400. You’ve managed to make a 40% returned using derivatives. In personal life, most of the things you purchase for your life aren’t there to turn a profit. You might earn a small return on your home, but the days of the housing bubble are over. Virtually everything else you buy, from your car to your home entertainment equipment, is going to rapidly go down in value. From a purely financial perspective, most of the things you spend significant money on in your personal life are terrible investment.
	


iii.      What could be the main objectives of a financial management team?

The main objective of the financial management is to gather, manage and spend money of the company effectively, so that it can gain profits and prosper. Here are the objectives undertaken by this management:

· Preserve assets
· Proper credit management
· Increase shareholder value over time
· Exercise good risk management in investing
· Control costs
· Create a plan of work that is balanced in its expenditure and in its income
· Profit maximization through minimum expenditure of acquired funds in such a way that there is no unnecessary cost and the returns derived from the investments of the business are in the max.
· Increase wealth by making investments in projects or organization that provide a maximum return, and to ensure that the investment is safe
· Provide adequate insurance protection against personal risk of death, disability, income loss medical care, property and liability, and unemployment



iv.      How does the financial management team work?

The financial management team works with common objectives and goals for the company. The financial manager have the primary responsibility for acquiring monetary resources needed by a firm and for utilizing those monetary resources into projects that will maximize the value of the firm for its owners. The financial management team should support the financial manager and the management to promote the finances of its business. 

It’s not finance, strategy nor technology. It is teamwork that remains the ultimate competitive advantage, both because it is so powerful and so rare. In today’s corporate environment, it appears the team, not a certain individual holds the key to business success. Effective teamwork is the spark which will lighten the path of organizations towards excellence. Effective teamwork is based on some of the core points like: importance of communication, collaboration and cooperation, coordination, effective leadership, team-learning, emphasized team goals, importance of problem solving and decision making.   

I believe a poor implementation of an appropriate organizational structure can be a hurdle to pursue growth strategies in many financial management companies or departments has seemingly caused poor level of teamwork. Honesty and diligence to this job is essential because the task deals with money. 




v.      Give three examples of external and three for internal sources of finance.
	
Internal Sources of finance:
1. Existing capital
2. Profit
3. Assets

External Sources of finance:
1. Creditors
2. Banks
3. Overdraft facility, where bank allows firm to take out more money that it has in its bank account
4. Trade credits
5. Factoring, where firms sell their invoices to a factor such as a bank.
6. Loans from a bank or family and friends
7. Debentures are loans made to a company
8. A mortgage which is a special type of loan for buying property where monthly payments are made for use of equipment etc.
9. Grants from charities or the government to help business get started especially in areas of high unemployment

 vi.      What is the importance of financial management in a business?

Financial management of any type of business encompasses more than keeping an accurate set of books and balancing your business checking account. Financial Management Companies or department can help businesses’ manage finances so they don’t overspend and so they remain prepared for all expenditures, as well as profit distributions. Financial management responsibilities affect all aspects of the company. A company that sells well but has poor financial management can fail.

When some element of the finance process breaks down companies go out of business and the economy moves into recession. For example: If a major bank loses a significant amount of money and faces the risk of insolvency, other banks and corporate customers will stop lending or depositing money to the problem bank. It will then stop lending to its customers and they will not be able to purchase the goods or pay the bills for which they were seeking funding. The flow of money throughout the financial system slows down or stops as a result.




2.    “The financial management of any organisation requires a good level of planning”.
Discuss.                                                                                                                                         (7)

Financial management requires good level of planning because of any organization financial management is financially responsible and accountable to that organization. Financial planning is the process of meeting of the goals through proper management of finance that why of any organization requires a good level of planning.  Financial planning deals with the sources, investment, and administration of the capital. The financial planner creates a budget that would cover the sudden increases or hikes in prices and create stability within the organization in spite of the many uncertainties of the financial world. One good example is buying particular investment might help pay off a mortgage faster or might delay retirement significantly.

The planning of finances is undertaken with the following objectives in mind:

· To spend funds in such a way that there is no wastage and that there are maximum returns on the investment of these funds, irrespective of the organization’s fins being scarce or plenty
· To determine the capital or the funds required in both long term as well as short term projects. This means determining the expenses on the various factors of production for all projects. For instance, the changes that may occur in the cost and the market of various units of production and the expenses required for the functions aside from production
· To create a system or a policy which deals with the efficient and planned distribution of profits, and makes decisions on where, why and how many funds go to various parties and controls the current funds

Financial planning also includes lowering expenses and tax planning that why of any organization, financial management requires a good plan.



Case Study                                                                                                                                                 (8)

‘Tasty Break’ the sandwich business, has fixed costs of £1000. The cost to produce a sandwich is
£1 and the price charged for each sandwich is £2.

1.   Give one example of a fixed cost for ‘Tasty Break’ and one variable cost.
	-Fixed cost of £1,000. Variable cost of £2.50. The cost to produce for each sandwich is £1.

2.   What happens to the breakeven point if:
a)   The price of a sandwich is reduced to £1.50
-Low profit. 

b)  A cheaper bread supplier is found reducing the production costs to 70p?
-The buyer, tasty bread sandwiches needs to made an adjustment on the production of sandwiches per day. Most probably lower down the production of sandwiches per day or look for a different supplier for the same amount.

c)   Fixed costs increase to £1100 per month
-Tasty bread will also need to increase the price charged for each sandwich up between £2.50-3.00.
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